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MEMORANDUM

SUBJECT:  Accounting for Indirect Costs Associated with Superfund Site-Specific Activities

FROM: Joseph Dillon /¢/
Acting Comptroller (2731)

TO: Senior Resource Officials

This Policy Announcement provides the policies and procedures for implementing
Statement of Federal Financial Accounting Standards (SFFAS) No. 4, Managerial Cost
Accounting Standards for the Federal Government, for the Superfund Site Cleanup Program by
providing arevised indirect cost methodology. This methodology along with existing policies and
procedures regarding direct costs results in accounting for the “full costs’ of actionstaken at or in
connection with Superfund Sites.

BACKGROUND

The Office of Management and Budget (OMB) issued SFFAS No. 4 on July 31, 1995,
with an effective date of October 1, 1997. SFFAS No. 4 requires federal agencies to determine
the full cost of their outputs (programs). The full cost of programs includes both those costs
specificaly identifiable with each particular program, or direct costs, and those costs which
collectively support the many programs, or indirect costs.

Since 1985, EPA has been identifying the indirect costs associated with Superfund site-
specific activities for all fiscal years after 1982. However, the indirect cost methodology
developed at that time was conservative and did not result in alocating all indirect costs to sites.
As aresult, the General Accounting Office, the EPA Office of Inspector General, OMB and
Congress have repeatedly criticized EPA’s methodology. The Office of the Chief Financial
Officer (OCFO) has developed an indirect cost methodology to compute indirect cost rates for
Superfund site-specific activities in accordance with SFFAS No. 4. By incorporating the resulting
indirect cost rates into their analyses, Superfund Managers will be able to compute the full cost of
their program.

POLICY AND PROCEDURES



The OCFO has developed a Superfund indirect cost methodology based upon full cost
accounting concepts. Using that new methodology, OCFO is presently calculating and will issue
indirect cost rates based upon the full cost accounting methodology (“revised rates’). The OCFO
will issue revised rates for each Fiscal Y ear, by Region beginning with FY 1990. The revised
rates will be issued after the date of this Policy Announcement and are expected to be completed
and issued by October 2, 2000. Once the revised rates are issued, Superfund managers should use
the revised rates to determine the full cost of Superfund site specific activities. In the meantime,
EPA Superfund program managers may use the preliminary, estimated indirect cost rates
identified in Attachment 1 as the basis for estimating the full cost of Superfund site-specific
activities.

Beginning with FY 2001, the Agency will no longer compute nor issue, as provisiona or
final, indirect cost rates based upon the earlier Ernst & Whinney methodol ogy.

A brief description of the full cost methodology is asfollows. EPA’sannua costs are
analyzed to determine whether the costs represent general Agency or Regional support activities,
program support activities, or program direct costs. Those general Agency support activities and
the Superfund program support activities are included in calculations that allocate these costs to
programs and produce a Superfund indirect cost pool for each region. Each Region’sindirect
cost pool, including appropriate Regional support costs, is divided by the Region’s direct costs
incurred for site-specific activities to determine the Region’s indirect cost rate for the fiscal year,
which is expressed as a percentage of direct site costs. The Region’sindirect cost rateis
multiplied against the direct costs incurred for a particular Superfund site to determine the amount
of indirect costs that will be allocated to that site. By adding the direct site costs and the indirect
costs allocated to a particular site, or group of sites, the total cost for that site or group of sitesis
determined.

For amore detailed description of the Superfund Indirect Cost Rate Methodology, please
refer to Attachment 1.

EFFECTIVE DATE

OCFO expects to complete and issue the new Superfund Full Indirect Cost Rates by
October 2, 2000, at which time they will be effective for all accounting purposes.

ADDITIONAL INFORMATION

If you need further information on this Policy Announcement, please contact Charles
Y oung of the Program and Cost Accounting Branch, Financial Management Division at (202)
564-4914.
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Assistant Administrator for Solid Waste and Emergency Response
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